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orPI~'_~.~' DO~. __ 'lR'nutJYutwanroelWiww n ,~., ·--l.lCh'n.·· .. '· ". . .. ' " ~~'
'~~'~:~~!f ,•. WlthoU tJi" '... di ,·~·!f-)L~:~~··w~. ~ey_~~ss..~dt.<?,domestic.~.. :~: ' ..

·'"ti·' _·-'-"-~-_.U.f'.·=iff· .·.~.LJ..~~t,~~~~'-';'\ ~~;-"l .C9mpetit01'llhHowe~er, i£:exchanp ~tes.." " \ "on~'IU~ ~.J".. " . oant.~ CQJtI' w entrYIlDQ.8X1t;'~ "ctual 'l;":"iA" 'tl.. th l' ", •. , , '~'.' "" ..~""fiineiS ,'f'-.~' ,... J!·al;.~AaiPq~ll 'th.. -,...~:..,~··,·-,··~~,~u ~,s~.can.y,80 a.~ ... ,;,.~~.,' .~.. "i,.
~ep. , ,. .. ~,<, ...,. ,;. ~ 'r.! ~'Uft!' ..' .,..~,treat ,os~,~~ .,,:~:;:~. comparable dollar calcUlations 'ciii an ","~' ~- .: ':;1,.
oneprodu'ot~to. iDdt":,·:. JD8rket ........dpaDU;-<'··.?· ..."""~;."~~;.~.,,""'::.;R ·:.;,t',;,~··i'·- ',;,;: ",. '. -'-~ta'''' '>.•••,~,: •• < .of

• .'- ...•. '~"'1"'~ ,~.. , " .. ''','''''''-''''''~' ' ~.. · UIU.uass,mayutJunrepresen ti"e.--;.· ,,'another. ~ t"".· .. · ~ ,;< •• " '-' i·l:.~'·:;.;J •.•.• ~'''''''-. ,.1":;;~ l·- th ·4':"~·' •.~ . ' .• '~"" , .. , .'.;,t.' . h " " -'", ....,
· to]b ,.' --'of't~QI~f' :,. ···"tor::·/:.~':'.~!4<. ~uliJti!iB,Marlu1tSha1'JJ',~ .. :.~~;~~-:;;.- _e ~"6e,nq:.may.~e~s~ mal'~et I ..are~~, :. :;>~
··t"";·~;"D·h"";=iQcr~.f~>-" ',"":".' :;':J"ral" ,.~.,. ~_~:." ~~\'f;~ ::- ",':".:.,., over a period.1ongerthan one:year:""r;:' ..~ -', y

la' ~ . .:':'>........,. tAJ''' Gene Approaw~..,~r.,. ~, . ,-',-- .. - . -... - '., " "",.....:;I. - <." • "", ".•

. ·ti~n..'bOth"f~ . f~l~llr:',1-:~~'/:', ;.' ... '. '.0< _ .' :'. \.::, .... ' ••.• ".:;-:;:~, " Ifshipmenfafrom a particularccountry:~ .,~, ";-;~
, ':. OJi8nd:tol~C&IlOftbi;(::~·:... Tb!,,Apnqnormally'willcalcufate' ,,: totheUnitedStateil~su1?j~cf~o'a ".j::. ,<. '

'Y." ..;. t j:11'OdU-c't~.•a..~~",,~ ItW'ketahares for all firms.(or planta) :,,'~ quota, the marketahm:aasslgned to ,". ~
'·Ofthatalil.ftand,tIi8·eXtenfof:.,.~:.,:"i~n1i:fiedas market PllftlClpan.tS ill....". firnlsin~~untry Will not exceed the. '" '

'-costa iDcurredrn theaJilft·of~·-:?k;-;<;; SeCtion L,3.b~!ed on the ~otal8a!e~or ~,:'; amount o,hhipm~ptaby ~uch firma.-, r. .

.~~ "aD; 1h'epoi.uarrO!'~u'Ction: .:~.! «:;apaci,- ~~tly devoted .to the·" .,.J allowed,~der the. quO~a.18 In the case .~, . ,0

, 'lituUon oreXtenilOD.~::;:};..;."'\.i":,i::~ ... ~ant market. together With that .' ,. of reatramtsthat limit lD1ports to some. .. ".
"'.. , itate treatmluDWkef':-<:::~'{l>" WhiCh likely-w.ould be devotedto.the :: percentage'ofthe totahmount of the ." ,
" cipants1'ii1nl tJl4t:d;6 ~t;CuiTmitly'~ :' reJevant market in response .to a·"s~ " .•.. productsol~in .the lJnited States F.e..
• uce the relevant prod\ict.·i~:'rv,~.",' . but slp1flcant and nontransltory" pnce' . percentage quotas),a;domestic pnce
Ua finn haa exlstiDlalietathat likely . ~ ~crease. M~ket.shares can be _. ':' '. '. 'merease ~at reduced domestic . ,

d be shifted or'extended mio' :~'.', exprested either In dollar terma through '. consumptlon also would reduce the
." uctionand sale of the relevant"; 1 measurement ofailles. shipments, or " volume of imports into theUnited '
,~, duct within one year', and WithOut'; , . production, or in phyai~al terms through . States, Accordingly, actual Qnport sales
.~ '.' .• significant ~---COltl ofentry .'~ me~lurement of s~les, shipments,'" '. :\ and capacity data' will be reduced.for,
. .exit, in resp0D8.,~o'a''ImaJ1 but,;;:. '. production. capacI~, or reserves/ ......: p~o~eso! calculating market shares.· '.'

lignificant arid nontransit6ry""increa.. ': ,.' . Market s~area Will be calcUlated using' Finally, a smgll( market,sh~re may be ,
mprice foronly the re1evantproduct.... ,.the beat ~«!i~tO!offllD1s' future," " assign~d to a country or group of .
,Ag!.~cy will treat'thIlt flimas 8', . competitive slgtUfican~e.Dollar sales or .•• countries if fi~s in th~t countJ:Y f)~
~ke~participant.1n alMJamawhtlther . shipme~ts g~nerally.~ll be.used iffirma groupo£ countries act m coordmatlon.
, finn'IS such a market participant;the "are distinguished pnmarily by . . ..'..... .-
Agency will take into'account the 'COlta differentiation of their products; Unit 1.5 Concentratlon,andMarket Shares
ohubstitution or extension relative to ·salel generally will be used iffinns are . Marketconcentration is a function of
,the profitability of sales at the elevated'· distinguished primarily on the basis of the nuniber of firms in a market and
,price, and whether the firm's capacity is ~eir relative advantages in servihg their respective market shares. As an .
.elsewhere committed or e1Jewhere so diffe~ntbuyeI! or groups of buyers. aid to the interpretation of market data,
~fitablyemployed that such capacity· . PhYSical capacI~ or reserves generally the Agency will use the Herfindahl-
.Jik~ly would not be available to respond will be used if it IS these measures that . Hirschman Index ("HHJ") of market
;~o an increase in price in the market. most effectively distinguish firms. II' concentration. The HHI is calculated by
.Un Obtain·' '. Typically, .annual data are used, but'summing·the squares of the individual
;:Production or~N~~etafor, ~here indIVidual sales are large and .market shares of all the participants. l ?

.Product e Relevant . lDfrequent so ~at annual data maY,be Unlike the four-firm concentration ratio,
'(.~. ", . .:~~'..:'. '.. unrepres~ntative,the Agency may . the mn reflects both the distribution of
,.. .Af~maymo bellble to enter into me~sure market shares over a longer the.market shares Qf the top four firm~ .
.production or salem therelevant ". .• . penod of time. and the composition of,the market '
.~~~twi~ o~e ye~ ~~ witho,ut the.'. .In measuring a firm's market share, :. outside.~~top ,four firma. It also gives
.___ . ".. '...:..::::..;;:::. ,.: . .. the Agency will not include itasalea,or .. proportionately greater weightto the,
'~·'~UDderotlaef~~~c.;:.capacitytothee~tentthatthe~'s.. ' , " .•,.- ...... .... '.'
,llIbttituUon IOIIIetima baa ben'rellectild ID die", . capacity ia co~nlltted or,so profitably . . ."11Ie.tiainlll8 efreei of tbe quota-oilihe' .• '
:~~~~marbt.. For ........ 1M employed outside. the relevant market •. importer', ilbllltyto expand..1.. 1. relevant to the
....tomobJlehub~==.lAIdata. '. that it would n?t b~ av~nable to respond' evaluallon of potential advene com~tiliveelfectl.. .,'
...lel'laIn,.."a procluctIoa , .tbIr~ . to an increase m pnce· m the market· See Set:tlon ~. - . ' -. '. '" . ':: .' .... ':
,IIrodUCl The A,.iacy beJievtC'd: ~.... a... .' '. , .' ". n PorexampJa.amarket conJl.Ull8offour firmI .'
"~ In the text proVi': t, ci."!":- , '1.42 Price DIscnmmation Markets' . with marker.harn of 30 percent, 30 percent, 20
.~method, of fR_ a, lIIOt8 ...,. , '. : ' ' ' . . pelQll\t and.~ percent .un I-UiI of Z(lOO (301 +"
j1llerprllUllyU.'If--·_-tiDl,thlI~ID, ,~ . When markets~ defi?ed on the .' 30'+ 20'+ 20'. Z(lOO).11Ia,l-UiIreftlfl from : .
"W'OUP of PI'Oducia =:=tulJODd:'a.. .'basis of price discnmination (Sections . 10.000 (In !be.c;ue oh pure monopoly) to a number .
~f!nIlileUlDaoneor _, _~_ .4IDO"I',.:,..:~:, '. .. " '. apprNchlnazero (In the cue of anatomlsllc
,however. the AJat:1mtn-~ products, ~ •. : . '" . '. - . " '. - market). Alth. It I. desirable 10 Include all n.,.
.delCriPlinn of tlulICi may,JlltlrUl,......... >:;:~.;,; ;- 't Where aU fInnI have. on a forwartl-lookIDa', , In the calculatioD.lack of Informatlon about small '
;.CDnvezileaCe.: " ~~,a~~~~ ~f: ':~ " bul.. an equal likelihood ohec:urlll8·...... the . :' finni Inot critical becau...uch firm. do not afrect
. . . ,." ~ y.,.,'.' "".., " .', •. Apncy will ,-IBn fumuqual ibare.. the HJ-!l.lpificantly.
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~',~ ~~~·:ttJ{~,~~~t.e~~,<~t[~Di~~ij;~ji·~~~iir~?~~iJb.t~~~{'t£~~~~~j~·i£:t~'.i~~~~l
"''''~'''Y.iot:f~lj::~=ytol'mdnt~cOm.-Pif!~i~~~~ti~~~~:~Di:~~ne~if~ ~-~~~"'~;;' .'::;

~~~~~~~:~'engag~~,~~~ii1tera~!i~i1~/;i:·;.:;,,'tel'lD:!'()f'6c»OfAinllUGD;"?U~,ilet~~,~; ='.-:"' ..•.,~.':.
... ··~~b,itera~cmp~·.depen~:01l~'!~~market.~UODit";r·~h8r9th8'~atof.puDJ~luDin~1I,',;~.,·:-,,:,;"':- .'i.
"_;Ofc00idiD8t1OQi'!~; on .~~jVho.I!J? ~ c9n~~ve.tc:a.18acm.mg;;' credible.: Cr8dib.l.',~1I~8Irt.f. hC)weftr~ L~:: ;~;~~:;,

." . l8-,tO.the,firJu bivol ,. ..t~M.~t;I~BJid'd~t~~~.q 'may notpe84-ti)' be,~'~~ra~pl~¥::~<~: . ~-,
~to.~ect,~d " 'J:»~. ~~~~~~,th~;t~,~,~" 'than. t~m~,abandoDlD.ent,?f~~r~~~~y. ~~

.... t~,UDdemifDe _~i.~ :!z.1i'~:~ti~·¢OiidJCt~'idRia_cbmg: te~f,of,~~:o~~,~~~:~~~ ../, .. '
A~~Ctl~~ecti~ ~i[~f" Terina'or-COOrdiJiatrOD....~;: .~~;,l~:'."~•.~ '::~4 >-!h' ~arketo.~ ... ,$.'!:;.y":'~ ..."""'it'I~...~. ::u.~,,,!- _. ;
·Of,-dmatl~ eDfl1I8 tb8l~:1~ ·~t;;;..~r.·,f<..."· '-';, "e>::, ~~". '--:'·;;;':""'r/,~ '~"'l.J' "'. -7::'Wber8 detection and punisliiDent·~,,:,,~: ~ .

, ',' ,fimiS,w.iU.fiDd it ~oN:i!!!iiu'~ .'" :.r,U'lQB Cl?o~tiDg weir ~~C?Uons" '; likely wOuld be rapi~inceDtives.to'::._~;~~ .- .
"~.~,~~e.t8l'lU"0{,,-~...~;.~~ nejd ~ot.,~ch.comp'l,:"~~~'::' ~ ::., ',j _,'. deviate~ 'diininished and coordination,' "
:,'~ to-~..abort.:.terDi.>~} ponc8n'@8,~e an~lion or9.Ui'~t :;. islikel:rto~ .ucc:e'asful..The detection " '.

. '.d~tiq. Biven'.the c:p....o!f..·outpl:\t a~Jimii Qr)h~.l~erof th~ ~:'.. f, ,and punishmept ofdaviations may be .~:'" :
."~' ~.9tth~.8na1yaisi\~Jl, mar~etFi~ but~y.~tea~f~ow,:'-'.:. fl\cllitated .~y eX1'~p_ra~ticesa~ ", :'i: , . ~
, .~~~~e !X~~t.t~;t-:<":', s~pl.~,~ such a~,a commo,n priee,.': "'. fums thein8elves. not IieCe8aari~y·~".,,_,.• ' '. '
,';'",. ---~~8r1cet;~~~tJ~.. ~;""~~.fiX~d:~~ ~~ti~ s~~bl~ m~et:- ,t 'anti~t.yiolatfuns;~~c!liy~e,,· '7. : _ ,=.," .

, "lD r.eacJilii8 terms, or'J:";f'~~'''- sh8re~ ~~~ or t~mtorlal ~ ".. ',' char8cteristicil oftY.Pi~tw1l8ctioa 0, . , •

•~~ete~»uB d!MaU~~?:;; ,restriqtions..:T~ o~ coo~tion n~ed , Forexample. ifkey wo.miation abOut :' , .
.,:' ~~~.IUC:h,'~;;;"~.'~ '~,~~: not perfectly.achieve the monop~ly; .....:,~ spe~~~sactions,or individ~price '
,..~dinlJ1Pon,th~,:.: ... ,:::-~,:~~;;.;.ou~c~e~orderJQbe harmflJlto; c' ,,' t: or outpuUnelslsavaUableroutinely to
_..ce8'ftliefoll~ m~et "<~; cons~ers.1nstead. the t.erms of.,. .': competito~it. maybe difficult fora rlrDl

,: e;mg ~~ers.·may be rell!V:~~!.: coordin:ati,on may be impe~ectand '. -;: to deviate ~cretly. I£ orders for. the " ~"
,.~i!iJYof.~8)': bifo~~~!:,: ,;-'p1.inco!DPl~t~in88m~ch al.~ey omit . .' relevant prOduct a~ frequentoregUlar '
.1Darket;COJ.1~tions. ..' .... '. ':;'L some~k~tpartiCl~!fI;OmitlOme . 'and small relative to th¢ tota.l output of

,o~ ~indJvlChi~coD1pe~~~rs;., .dimenslons,of competition. ~mi~80me.. . a firm in ..market. it may be difficult for
,.;..~O£,~ and.~duct;· : ~·.•~:T >;~ custom~rs.jield elevated,pnces short of. the~tod~Viate'in,9ubstanti81way.

"_ett:y;'pn~ or marketing :', ,; monopoly levels. o~ lapse mt.o ~pis.odic, :. withoutthe knowledge 'of rivals and ;
,~. ~;typi~,employed by firms hi ,pricewars-end still result. ,in SI~cant without the opportunity for rivals to '-

"t;:~~ ~cteristics o~ buyers competiti,:e harm. At some point. :', react.' I£'demand or cost fluctuations are
'. and the Characteris~csof, . however. unperf~ti.ons cause the. . .' relatively infrequent and small

trIii1sacti~ : .. ",., profit.ability of abiding by the terml of d vi' . b" I . 1 •
;iDarket conditionathat are ' ~ coordination to decrease and. depending e ations ~ay e re at_~ve y easy t.o
,to reaching tenns of ,'.". ".;." on their extent. may make coordinated det.er. I . ' •

'. , tion also maybe conducive to>' . interaction unlikely in the fllSt instance. " B:r contrast. ~here detectionor
, 'orpUDisbing deviations from :.... 'Market conditions may be conducive I pUDls~ent is lik~ly to be slQw. , .
" terms.Forexample~ the extent of '. to or hinder reaching t.ermsof mcen~lves to.deVlat~ ar~ e,nh~ncedand

_ lion available to firms in the .'.' coordination. For example. reaching.- coordmated mterachon IS unhkely to be
et or the extent. of homogeneity.! , terms of coordination may be facilitated success~.If.deman~or cost .

"be relevant to both the ability to .by produ,ct or firm homogeneity and by fluctuabo~s~re relatively fr~uent 8.Old
.. . .terms of.coordination and to., . existing practices among finns. practices I~rge. devla~o~sm~y be relatively

, .orpuniab deviations from those- not necessarily themselves antitrust difficult to dlStingws~ from thes.e other
" ''ijle ext.ent to which any specific violations. such as standardization of sources of market pnce f]~c!ua~ons.

, , t condition will be relevant to oi')e' : pricing or product variables on which and, .in con~equence.deYlations may be
.~ofthe conditions neces88ryto fmns could compete. Key information relatively ~cult to deter.
',. , ted interaction will depend on about rival firms and the market may t... In certa.in;C1l'cumsta~ces. buyer
· ,circumstances of the particular case. also facilitate reaching terms of Charactenstics and the nature of the
,Jtislikely that market conditions 1m! coordination. Conversely. reaching procur.ement pro~ess may affect the
.~ucive to coordinated interaction '., terms of coordination may be limited or mcentives to deVIate from tenns of

.,_ ~ the firms in the market previously . impeded by product heterogeneity or by c~~ation. Buyel si~e .alone is not the
!.8.engaged,in express collusion and ", firms having substantially incomplete , determining charactenstlc. Where larae
~the salient characteristics of the.; information about. the,conditionsand buyers likely would engage in long-term .

, et have not changed appreciably;. prospects of their rivals' businesses. . contracting. so that the salescove~by .
. ,.,the most recent such incidenl ", ; perhaps becauSe of important. . such contracts can be large relati~e to .
~ , Oua express collusion in another .,.. differences among their current busineBl the total output of a firm in the market.

.J hic market~have the same , oper~tioD8. In addition, reaching terms ' firms may have the incentive to deviate.
that.~n the salient charact.eristics. of coordination may be limited or .', . However. this o~~ can beaccompliahed

· 0 ' to er marketat the time of the ' .. impeded by firm heterogeneity. for ' where the duration, volume and
~lon are compar~bleto- those in the:' .example. differences in vertical . profit.abilityof the ,business covered by ,

·~tmarkt:L' . ...-. - ,;,,~.~. ".' ':" integralion or the Production of another' .. such contrae:ts !Ire sufficiently large al ,
• .alY%ins ~e effe~t of a particular .' product that tends to be used together .... to make d8Vlallon more profitable in the,

,:coOrdiDated fnteraction.~e,'" '.> with the relevant prOducL .' '. '.' , long term than honorln$ the terms of
. Illin

lik
dful. of the difficulties of .-" i12 C 'eli'ti . C duci .; . cC?orcUnation.and buyers likely would

, ely future behaVior based. •on . ona.on ve to'~ ..S;'Witch suppliers.. . "i
the types of incqmplete and" " .. , .. ".;' .Detecting and Puniahiog Deviations In some circumstances. coordinated .. ,;,~.·.jl;.'.·.

I.ODi:ieBcontraelictOry informa.tt()n.>:; :.:. Wherem,arket .conditi01l:8 are :".; int~ractioncan be e~ectively prevented :]
ve.~:en~te~ In...merger:·i,/,.. :"_i,conducive to,timely detection an~ ,_ .or limited by mavencldlrma-firml tha~, ';;,l

1Jkely to' .0~;Whetlier.aJ!1ergerls _ :,.;.:,punis~t o~ significant devia~ona.a. have a'greater economic incentive to •.
:,~ dllnlluah competition by , " - ..." .; firm Wlll find It more profitable to abide deviate from the tenns of coordination . r" :
"'.< I,

.}.,. ~

! ;
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than do most of their rivals (e.g•• firms 2.21 rmna Distinguished PrimaIily by'..+ eReetlf eachpiO~u~rsma'rkehha~
.thatareunusuallY disruptive and ".<", Differentiated Products:~, .... ··>cc'.',·" reflective of not:onIt ibi relative ap' '~
competitive influences in the market). '. . In,som~ mark~ts the 'products are " ',;~~. ' as a fllSt choiCe to consumers of the
Consequently, acquisition ofa maverick differentiated. so that products sold by merging,firms'produetibut alsoits~
finn is one'way in which a merger may-- different participants in the market are relative appeal aiaaecand choice·1

make coordinated interaction more. not perfect substitutes,for one another; hence'as aeompetitive coilstraintto'
likely, more successful, or more " Moreover, different products in the ' : ' . fllSt choice.1I Where this cirCumst '.
complete. For example, in a ,matleet marketmay vary in the degree of their· holds. market concentration·data fa
where capacity constraints are· . ' ". substitutability for one another. In this outsi.de the safeharbor regions of 8e'
significant for many competitors, a finn setting. competition may be non-unifomi 1.5, and the merging'firms'bave a:ciii
is more likely to be a maverickthe ' (i.e., localized), so that indiVidual sellers combined market share of at least··,
greater~is its excess or divertible ,~, ,"'.' compete more directly.with those rivals" five percent. the Agency wiilpres
capacity in relation to its sales or its . selling closer substitutes.1I . that a significant share ohalesin th
total capacity, and the lower are its A merger between firms in a market" market are accounted for by consum
direct and opportunity costs of for differentiated products may diminish' who regard the products of the me .'
expandiilg sales in the' relevant . competition by enabling the merged firm finns 8S their first and second chelle'
market III This is so because a finn'S to profit by unilaterally raising the price ' Purchasers of o~e of the inerging"
incentive to deviate from price-elevating of one or both products above the . . firms' products may be More or less.
and output-limiting tenns of premerger level. Some of the sales loss likely. to make the' othe~ their secon4
coordination is greater the more the finti due to the price rise merely will be choice than market ~hares alone wo I

, diverted to the product of the merger . , d' t Th k t h f th "is able profitably to expand its output as in Ica e., e mar e s ares 0 e, .
a proportion of the sales it would obtain' partner and. depending on relative' merging finns' products mayunderli

marcrins, captunng" such sales loss th tit" 'ft 't f " ,.if it adhered to the terms of coordinatJ'on '0' e compe Ive'euec oconcem, wthrough merger may make the price ~ I 'th . d f th '.
and the smalleris the base of sales on lor examp e, e Pf9 ucts 0 e meincrease profitable even though it would fi 1 ' I . '1 .
which it enJ'oys elevated pr'ofits pn'or to h b fi 1" innS arere allve y more sum ar m,not ave een pro ltab e premerger. ' ttrib t th
the pn'ce-cuttl'ng deVl'atl'on,2o A finn also b I I vanous a utes 0 one ano erSu stantia unilateraprice elevation in th d th I
JI1ay be a maven'ck I'f l't has an unusual k f d'ff d d . 0 er pro ucts in e re evant markea mar et or 1 erentiate pro ucts' 0 th th h d th . k h .
ability secretly to expand its sales in requires that there be a significant share n e 0 er an, e mar ets arel
relation to the sales it would obtain if it of sales in the"market accounted for by a~ne mlfY overstatehthec;ompetitiv~
adhered to thetenns of coordination.. ' consumers who regard the products of euects 0 concern wen, lorexamp .
This ability mi':'ht arise' from, the merging~,finns as, their first, and . .' the relevant products l:lle lesa si ..

-0 , their attributes to one another than .
opportunities to expand captive second choices. and that repositioning of other products, in the relevant mark"
production for a downstream affiliate,. the non-parties' product lines to replace Where marl.-t-eoncentratlon..l": '"

the Jocalized competition lost through N; ~
2.2 LesseningofCompetition Through the merger be unlikely, The price' rise outside thesafeharbor regions of
Unilateral Effects '. ' , will be greater the closer substitutes are 1.5. the tn!!rging finns,have a comb '

A merger.may diminish competition ,the products of the merging finns,' i.e.• ' iDaTketshare of at leastthirty-fivt1
•

'f d 1 . . the more the buyers of one product . percent. and where data onproducti
even I it oes not' eadto increased .. 'd 'h h d .. attri'butes and relatl've'pro'du'ct app'e' ,
l 'k l'h d f ' I . conSI er t e ot er pro uct to be their
1 e I 000 successfu coordiriated next choice. show that a significantshare of-,.,Ji

interaction,becaiise merging fumsmay~ , ,. :...., '-; " '. c', purchasers of one merging firm's p'
fin~ it profitable t~alter their ~!l~~vior. 2.211. Cl~seness .of the Produ~ts of the regard the other as their.eeond Cho'
umlat~rany ~ono~the ac~?~sltion ~Y' Merglng ~JrI~s: •. '\' :." .. :,~; . ;'7""," then mar~et share datamay be reli •
ele~ating pnce all? .suppressmg o~~uL '. The market concentratfun measures .". ' upon to dElrtlonstrate that·there iu'

.!1nilateralcompelltiv~ effe~tscan.aris.e. articulated in Section l'may help asst:lss " significantshare ofsaleim the m,:
m a,vari.ety ~~, ~.!ferent settiI.!8!F.~ ~ai::h.. , the exten~ of the 1ikelycoinpetitive~.:' ",' accounted for by-co~smP.erswho'
sett1~, partl~ular oQter factC?rs'.·· _, '. ~~, . ;~. effect ~m:'a uriililteral price elevallo'lL ".': be adversely affec~ed bythe':merg,
~esc~bing,the~leva~t.markera.f~e~t!he .~ by'the~erged-rtrmno~thitancUngthe'::!' ·,>,·;··>t:;,>c~:';;::;:'1,;:"'t.~,,·(t,~,·":l~•.,

. . likelih,ood.of unl1a!~",al. eo~jJ~titi~e:. .~J'-;':~: fact ,that the affec!edproductil.are' ':,':;,ii,"~ 2.2~~.~~~~~~9rJA~~~~II~~:J~,
" ef!ec!B.,;J;h~ ~et~~s ~,if£!l'r"~y the:..;~·,~~.,~; di~e~n~~t~~;.:rt!~,mi1~k.~tconceiitrii.~on': ~~pla~;LO~~~o~;~~~':~i:~

. . . prpnB1)'.~B!89tens~~8:~!lt·~sungw8h.:~'·' meas1l;fes pro.YidE; e DJ:easure'of this 0-,~~::':~ :A ineraer is nofUk~ to:lead'tQ
,'~ r~.and)iliap~ .the'!1a~ 4f theit;.-":;i~~ ."~':'~-:..j.~~{..~~. J~:f.f:'~?·:';':;f.'i~,:,·~":~\~~~~·~ unila'terahlevlifioit'bf'prl~of':"

-. comp~tiUp1'L.~':£ :0 ':'."';::'.•,. ~ - .-;-......" ':';' '"".,.•••• !..,~.: ., s.::.... •.... ,'~ ,.•,-, '~ ~;;~",,". ;".' ':"!,;. '''\: ~,ft . 'tt . d '.. 'd"·" n'l:.':'7G:"·;t,,
, ",,> ,..... , .'~' ..._ I~ • _.~. .. .. IlIWariy•.t1l1ome1DUkebi ..ucnareprimiilJy '--Ull4eren ate pro ucts:U.IIl111S

,. ." 'Y",-.......'f.~..y:.;.: :', 'S,":':' \;;' ""'}':~:~''-'' dl.t\naUithildb ·t'heli"r.latiwaann......:·IIi....,I.;,:.:.:.·: h' "'K" '.-. ";"1' '~ ..... lik· I
• '" ' •••~:~~J. ".' .. , '_ ,.' •• ~ .... _"">..... t ......2··, #~::...;,;.,3"'b ...._ .. suc aneUecl;nvfiUBe ers e• . .., '.> ""'" " ,--, " "l;' U .. , .....eren ....,.... ortll'Ol1P.o, uu~·..... uyeil·"v~ .,..., ." . ,'" " .' " , .

, •• Bait.Xeeai capaCl~ Inih~ h.iri~'o( -nori-..N:::.' ',!:-: 'JUlIOtillte Indlvi4utlly with..II..... Here. for... ~;',~. :~~ replace.~y. .IQR~~ed~'iD.~ti;ti
'. -meve'ricl\'f\nM a1aY be a polent wea)loJi ;tItb'Wllida~ example. ' lien ~Y.fo~a~y ~lcl. q.liiI~ 0011::: ~; ....";', t'hro~r.the,)~l~rseJ,b1:' ~~~s~ti~,"

to punIih d,ViaUoDi &em tbe'tenu of t:lllOMinauoi!; .£._.no~ f«"th.bUi~~r.a.bu~••~,..~bll~" .• !heir p~~ucpine.··l,.• ~I;"'rkd. -~1'
, ..0 .....;".._ .... ; • ,.,' , o,.may.Uclllndivlauilpncaquotnfr9IDDlwtiple-- n ';,,'· - •.••.. '\" "".~' -e' ,0,,--\1 T' "':.f;
",.~. Tc,\.~Y.III,.~t,~P~lIC~4e1lsn~-'J;Hl1en.-'A-ieUerll1e"fIndilrel.tIn1YiDeXpeUlvelo--:J.···~',' .' :;:,.~... '.';':."'.?·:;~';:i~.J''';'I ..

~.. ~.~~~C8!',l,',f!nn.~.m~like1)i-!oI,Mt,Ul·~:{<'meel ~.IIlUlIkJlfJlUtlcularlluye~ur~oC,. ' :. "·IDf~tion.abollJ~:.etda1
".'.~,;~ ~-;; eff~"'~~~t~"l·~Jhe MI.. ~~~'~1'buyers,and~1atl~y..~lii~""otheri' ~:,~ aecoad.pniduCfi:hOl_",.b,~ded by,
::: ,~,'.. C?f ill ~UelI.~mo!JBc:UatO.men: 0'£ III ~Ya1i:)ii"...;ri: '·~"deniUadl.~COinpeuticin" iPhi."IIiaibe'liiCallied:' 'i l -n,:.~:~my'i:~~ f#l ~l
• '.' .', ftla6on.tO tIie ..lei it wiiu!d 'obtaln if It adh"~ tfC!v. ..Ue~ compete'more jllrecdy ,w1lh lhoM-riYab- ,;-;,~-.;:. awcturei<Dr nOiDtal ClcilalH 1ifbUll1!!P' i\
.: ;~:;. ''', thet~of~.licia. .TH Ukel~OM'ot ,~~;';'::J'!"~ bavinB a1mIl~ i.ela~,~ .d~8n_lil Mrvma ;,.; ~. ;,;,,;~ ~1II-1D!!uat!y par:ticlpdtL~~~J.~~i~' .
. .' , :~: expallllon'rilipcillleibh uilv.rick·WiIl1le'''l'!>·{'''~~·<·\par,ticil1ar:.bu~~r.~pfbllfllll,ror.~plei.2.~.."1be,tlmelinua·¥d_~~"lf,
>~,:- • • '11141'~-- .- d._ ,_~....' . 'ed"~' .;: tn(lJlen outcry .ucUona.JI1'!ca g deienlilUd by 1ba J 1'lIIPCmM' wI11 bil1uWyj8cl·..•..... the_
:' i~" :., '" ~~I11~~ ......oii~WIC01lIlIII~•. en~~;' COItortb..eCOhctolO..t::Q6lf·;a:ll....··A·.;.;~:t:,;~'.: melhcidol~; .. ,~~_.. l:..===-.~ ..
•'t"', • corco!11111Utlld~r_lei:tIona•••- .. 3J~"'i . ,,<;"••_. o'.;,,__ .L:. Lt·~"'J1~.::.,,-~••~'r.:~.",,.. ·tuN, "'"'V'I... .,' ' .•.-::"'.-' • ", ,I, ".". ...... ~ "..~" , .. "u.V I••_ nn __,......~t..t~..... ··entrYor«Qlllllltticlenttt 1...
.~:~:i<t~...~~~.~~~~.,~~~~~~. . !fQlul~~ ,1IrIceJ.~,.lo· ~~depeDdiIls~·tbhljpilBCllI11Ci-lit:4buiiJ\lc:
.;.-.:~.-2:-' :" >-,~~iji,~~1.., :"';i~t": ~r·1kt-ii~;;.1i.r{m.~r..~_~~n~!'!P.I~l'~ ·,!n,iA.W~entaned In ·r.pO.IUOalDl.'t<'?''''''i:~u'*. "',"

~;;i~~j~~~f~~t,~;~~~t;~filY$~; "~~~,tJillit~~f$~II~;i{



,o:~;~~;'UIi'~~:~,,·,·..i~ '·~~'~j~:~~~;r~&~~i:{.~tf(~:iil~i~~~fuii~~n~pmit:~>''''1~ .
..'.~~t8'~etq~~ _.~ .icOUn~~)h~-~~~~o~~~~·dact~ 8' wen'aa,thttm~~t:tuoe:d~~:;P:~~'{J.
'. ~o,~~.rcon~...*,'~~~":i:.r;::-~out¢ltredU~on:-;.th8J(l11clfentrytlJ{~~1":":'~~;;
:~~.may.l1mit tbeto~~:.,.~try:IS·~~ eaq.Jl~~~~~~'::~.~ly ~ re8p~8e to.the.~rser.~;:,;:~it.~;~et:~

.of~·~c:ona~•.lfeithmh.~.,~.a:nct~clent.m;l~W:~,..~, The th1ri1step aSBeSst!1Wlietber'el ' - :~~~. ,,: "~c
'.' ~,~ ..ou1d~.repla~~'·magnitude~ Cbara~ JD,cJ ~to'deter ,~, timely and likely' entry would bft '!t.~·il~.~"P ." ,,: .,.c":

.<buy~~l~t;t~.by,8Df:~;.:1fj':' or~ct.tbAr~~~8~ffectaof't's sufficient to'retmfmarket price'''li)thef6::;':''1'c'~'':,
':"!.ft.Ml!er,DOl'~:~~ ..co~.In mar~ta ~here ent.r1 fa,~t r: p~erser levelsi' nts end may ~~'!JiY~(1 ii

• .. JheO:.~~erser~,Dot ~~tr:~': ~ (L&i 1!hera:entry·p~ ~~;~~.~ a~1isbed·ei~er..throu8Jfmu1~li~rP1f.¢; ~:.~~.
.~~:~~~~~~~,~f':?':~.7··ail~. of~e~~~~;.~:rf;.~:--' 1Pltltor)ndividualentry.ata:.mncient~~<?U.
. ''''~Xft&~d!:·Jlt~·t:'''~1I;~~~ ~::'q'1.,sumdenqr)o.~e mm~.nnse.no 'J.' "-, ~~.., 8981e.lmtry may riol be Bufflcient. even1?t-: .:~);:
~~hea~~~~::': antitrust concern~.~Y'~~..,~ougIitimely:Ud lilCely..Y'bentthe~~lf~~.~:: '7:r:
C8paCitl....·:...'~>.' ....;;-. ~" :~,... ~. ..';' no~eranalyai&:"l'·'l..~ -~,~.~!,,~,-f.5~"r(· : constraints-on availability of eaential·,'};1., ,-; "'~

· '.~__ '-~"7 -l'il"~"'" -{ '". '{~{.it',.,.:.. '. The ~mmittedentry treated tntbis:~:..'.: assets, due to incumbenlControL lnakesit~'.· ,""~~.·......~i:t':t::telj .,;'" .. ";~~~ ~~~~.defiD8d unew .competition.,.",:_ it iDipossible for eiifryprofitably to.:>~:e-l\,·,' ..•~":~~.
"'..~:--"-8Dd~aty~y.:'::- r8quiresexpendi~of:~cant::. aclrlevethenecessaiylave!ofsale..·",,",~· .•.•.~,~

. " .. '.. '._ , pes: e,;};,. .•?, sunk .com of entry<anclexit. .The·':;c., .-!;"'. Al_ . th chars t d . f ',. ~. < • .' ;., '"

~'6~ ~~~tido~.them~~ed~·,... Agency-employs Ii ttiree...tep:!"'l~;>;\;~.:; •.;!; nula. ~ c er an scope 0 ", .;:.:.J > .:,:,:

.. y'~~~rpl'()J~blejm.IIater81JY to : metboclolQsy to assess whether::.~':ib,; ,', • entranta products~t not be~. ,. . .
'" Ce .an~ ~~a~_output..The:·:. -" , committed entry would deter or":' ._; ~ •... , resp,?nsiv,: to the localized sales_y. J • •

. . .p~d~~~mersed~ al~e(.. counteract a competitive effect of,;" .. ;; / ..' ~portunities~ated by the removal o~, .
j~~nles'!'DwJiichtoenjoythe:: .. ' concern. ';,:- .. ... ::-,.~: ..'J..:.:: ,direc~co~peti~on_amoJ18sel1ersof<"...

"'.' 'priceriie and alsoeliminatesvs: The first step 888e8ses whether entrY;: "differentiatea;Pf?duct8:ln8s~~~ . .:Yri ..,
•.t1~or to wbi~cust~ers-·':. .,' can achieve significant market impact',:,; whether entry will be ~ely,,likely, and.~. .:

" . 'se would have.diverted their' .>:: within a timely periOd. If significant .'..'. 8uffi~ent, the ~encyre~s that ..~"
: . Where,the. merging firms.have 8 ...' market impact would require alonger.. p~C1se and detailed information mal be .
..ib~~market .ahare of at least thirtY-. period..entry will not deter.or counteract diff!~tor impossible to.obtain. In sUch ,

}iei'cent. metged firms may find it· ',thecompetitive effect of concem...., ~ instances. th.e Agency ~f.!lly on all '. ~:.:..
.' table to raise price and reduce joint" The second step aSBe88es whether: ; aVailab~e 8V}dencebe~ ?nwhethel:,,;,t:
tP,ut bel~tbe sum of their premerger committed entry would be aprofitable . e.ntry.will s~ tis£r the conditions of . ."'; .

," ts because the 168tmarkups on the ' and. hence. a likeJy response toa merger. tuneliness, likelihood. and sufficiency•
.g~e sales may be outweighed by' having competitive effects of concern. 3.1 Entry Altematives

_!.zesulting price increase on the Firms considering entry that requires . - ..
. base of sales•. · .. , significant sunk costs must evaluate the The Agency will examine the . .
~minateral effect is unlikely' . profitability of the entry on the basis of . timeliness~ likelihood-and suffici~nqrof. -

.. ,. a sufficiently large number of the·· long term participation in the market. .. the means ofentry (entry alternatives). '
ed fum's customers would not be . because the underlying assets will be potential entrant might practically ..' :.:.

~le to find economical altemative'- , ,committed to the market until they are . employ, without attempting to identify .;
~esof supply, ie., co~petitors of the economically depreciated. Entry that is'. who might be potential entrants. An
· .d fi~ likely would not respond to sufficient to counteract the competitive en~ alternative is defined by the - .'
.the pnce mcrease and output reduction effects of concern will cause prices to actions the fmnmust take in order to. '
~Y!he merged finn with increases in fall to their premergerlevels or lower. produce and sell in the markel-All
their own outputs sufficient in the. Thus, the profitability of suCh committed phases of the entry effort will be, .
.asgregate to make the unilateral action entry must be determined on the basis considered, including. where relevant.
~f the merged finn unprofitable. Such., of premerger market prices over the planning, design. and management
non-party ~~sion is unlikely if those long-term... ',. , permitting, licensing. and other
.firmS face bmding capacity constraints A merger having anticompetitive approvals; cOnstruction. debugging, and
th~t~dnot be' economically relaxed effects can attract committed entry, operation of production facilities; and
· ~~o years or if existing excess profitable at premerger prices. that promotion (including necessary
capaClty IS significantly more costly to would not have occurred premerger at introductory discounts), marketin~.
~~te than capacitycuiTently in use.14 these same prices. But following the distribution, and satisfaction of .
3~Entry Analyais merger, the reduction in industry output customer testing and qualification
':", and increase in prices associated with reqUirements," Recent examples of '
~o.\ Overview. . .' the competitive effect of concern may entry, whether successful or
",..A merger is notlikely to cre~te or . al~o~the same..e~try to occur without unsu~cess~ma~ pro~d.e a useful '
~~ce ~arket power 01' to facilitate its. driVIng market ppces belowpremerger starting pomt .for Id~ntifying the .
~ercise, if entrylnt~ the marke'lls'so .' ,. levels. After a merger that tesults in ~ necessary ac~o~s, time re~\drementa.
~y that.market participants. after the· dec~ased outputand inC1'!"ased ~rices... and cha:actenstics of pOSSIble entry ... ".
,~er. eIther collectively or unilaterally the likely sales oppo~tie8ava~able ' .. altematives. ,
~d not profitably.maintain a price:' ~o entrants at premerger prices~be _~ 3.2 . TimeliiJess ofEntry " " ..
· .crea~eabove Prenierger levels. Such-, arger than they were premerger, larget::: .. • . . .
~t}:y,,~ely will deter an anticompetitive by the output reductionca.used by'.~e: - In.ord~rto deter or counteract the' ..
;;:;. ' ...• ' . ' . merger. Ifentry could be.profitable at.' competitive effects of concern. entrants ..,
{I. 'J\e UmeIm. ~~~ •. , •.. ': ..... ' :. premerger prices without exceeding the ',. quickly must achieve a significant. '.
=::Oion Will be~yzed ~,':=~,. .. .~. likely sales,~pJ).o~tie~po~ties :: impact on price in there~evantmarket:
'CllIIuDIllZ·.1Ited iIla~pmg IIIICOlIUDltted or . .. . .. ".: to,; ,:~,t,:;·" .'. The Agency ge~erally Wlll consider.
III theai if! try(- Sectipns 1.hnd $) ciepencfizlI' .1 Supplyrn~ that require .... thaD one-:" . '. . '. . -':. ". c

~: .~~ the aunk I:OlItI.~':~ ~ .~ , .. year IIJId iJIaillnifICBDt IUIIk COlt. to effactuate ale .1 Many of the. pha... may be undertalcen .,. ,~
'~: . ..' '.' analyzed u unc:ommittec1 e1Itry In aec:tlon 1.1.' /: .... Ilmultaneously,.. .....:!. '; • ~;' -, .

\
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.' timely only~8e committed entry· .~ ." .~ ;' .'Source8 ohale8 opportunities;.:' .: c' 'with the·competitive effect of concem•.·
. 8lternativesthat can be achieved.within .: •aviillable:to.entrants include: (a) The .' ,For example. where thj concem is ')<'

tWo.yearll from initial planning to.' . ....' . output reduCtion associated with the unilateral price eleva~ asa result of .
8igDlficantmarket impact.1T Where the '. 'competitive ,e~ec:t of.concem.1I (b) merger between producera of ~." 1" .'

relevant produ:ct is adurable saod,-' ..'.... - entrants' abili'Y to capture a slwe of differentiated products, entrY, bi ord~r
consumers, in response to'a 8ignificant '. reasonably.~xpected~wth in tIUll'ket to be sufficient. must involve.a Product
co~tmenttoentry,may defer· .'," dem&lld.11 (c)entrants' ability8ecurely so close to the Producta oftbe merging'
purchases bym~ additional, '...,.: ... ,... to divert8ale8 from incumbents, for firma that the merged firm will be ..... "' ..·
investments to extend·the usefullifeof' _ example, through verticalintegration or una~le.to~temalizeenough of tbesa c,

'. .:. previOUBlYPurchasedgoods and in this .. ; through forw~ contracting"lll!'d (d) any 1088d,ue to the price rise. rendering thtl
.way deter or Counteract fora time the c.. .additional~ticipat~contraction in - price mcrease unprofitable. .
competitiveeffecta ofconcem..1n the8e·.lncumbenta,~tpu~mresponseto . " '4. Eftidendei{}... ·: ~""".;' <•.

.clrcumBtances. if entry oilly Can occur . • entry~4 Factors that reduce theaales ':.. ,;;' "Ii'
. outside of the tWo year period. the . ,opportunities available to entrants '. The primary benefit of mergers to $l

Agency Will consider entry to be timely . .in~ude: (a) The pro8peCt that an entrant econo~y i8 their efficiency-enhancing'!.'
.. 80 long 88 it would deter or counteract will8hare in a reasonably expected potential. which can increa8e the;' '~',

the competitive effects of concernwithin decline in market demand. (b) the . competitivenes80f fl1'lD8 and resultin
the two year period and 8ubsequently. exclusion ofan.entrant from B portion of lower prices to. consumers. Because .1I,;;
. . the market over the long term because of ~
3.3 LJkeIihood ofEntry vertical integration or forward . . antitrust law8, and thus the standards'

• " '.. contractins by incumbents, and (c) any the Guideline8, are des~edto:',~
An entrY alternative is likely if it anticipated 8ale!! expan8ion by proscribe only mergers'that present a';~

would be profitable at premerger price8, incumbentS in reaction to entry, either significant danger to competition. thel;
and if such r~ces could be 8ecured by .. generalized or targeted ~! customers do not pre8ent an obitacle to most .. ' .
the entrant The committ~dentrant approached by the entrant, that utilizes mergers. As a consequenCe,in the ,:~
will be unable to secure pnces at . . prior irreversible investments in excess majority of cases, the .Guidelines will.':
premerger.levels if its output is too large- production ~pacity.Demand growth or allow firms to achieve available .. ":J
for the market to absorb without '., decline will bevieweda8 relevant only efficiencie8 through mergers without :'1'
depre88ing prices further. Thus, entry is . if total market demand i8 projected to interference from the Agency, . ..;,

._ ,unlikely if the minimum viable 8eale.i8 experience IOoS-la8ting change during at Some mergers that the Agency,~"
.' . larger than the likely sales opportunity least the two year period following the otherwise might ehBllenge may be ',;

available to en~ts... '. . , . competitive effect of concern. reasonably necessary to achieve :".>.
. Mininium viableacale is the smallest . .' , ' significant net efficiencies..Cognizabha'
. . uall 1 f' al' ..' ,3.4 SufficiencYofEntry , . efnCl'enCl-es include, but are not limite'II'"average ann eveos esthat the ,. .:. ' ".' ..' .' ..

committed entrant must persi8tently "... lnasJ;ttuch a8multi~leentry generally to, achieving economies of scale, bet
achieve for profitability at premerger -'. .is p0881ble apd in~Vldualentrant~may integration of production facilities, p .'

. prices••1 Minimum viable 8cale is a '.", flexibly cho08e their 8cale, comnutted specialization.lower transportation .. ;,.
function of expected revenues, based ., entry generally will be 8ufficient to deter cost8, and 8imilar efficiencies relattns .

. .upon premerger prices,lO and all' .' '. or counterad, the competitive effects of 8~ecificmanufactUl'inB,·.e~cing.orj/'
.categOrie8 of costsas8oclated With the' .·,concernwhenever entry i8 likelY,under distribution operations of the merpllf

'. '~entry altemativ~in:cludingan. ~ •. <",: •the anillyai80hection3•.3. Howeve~,- ,:~. The Agency may 8ls0 consider:
, appropriate rate of retum'oninvested ..'; '. entryi81though ltlcely, will not be. :'. clawed efficiencies resulting from .';1

.: capital given that entry cOuld faU and . sufficient if,,.8Ia result of incumbent·. redu~nsin seneral selling.· ...., ,;."r!i
.~..£; :-.\~unk c08ts,' it any, Will be lost'f ":::, .: control, ~e:blngibl8'andintangi~~e . ...,..,adm.Qltftratiye,~d overhead expe ' . .-
,,-~>_., '.' " .. ',,' "'::',!;-, '-a8sell required for entry are not. .. .• ,,,: or. that otherwfte do not relate to..;,;·, '
'~"":~':~~ '.;.,PInIi. WbiCbba~'~~k;~~'~;e>:5,5~dequateli.a~al1able for entr~,t8 to,.' ..:.... 8~ecifjc~Ufacturins,;.ervicing,~Jr

.' ..:·"Diubtpriar totbe IIIeI'8Vseaen1ly will • ...:.. ..:~:~.retpond fUlly.to their 8al8ll ·..:- .., <". <:diatpbutionopel"8tions ()ftbe mel'iiDa.
. , IDclwled In the_.._tOf the IDarbl,Only ':.' ':opportunitie....!A;addition.wJ!ere th.e .' '.' rums, althoush,a8 a practical matt~

('. ',., COIIUII1UedeDll'J ondjuatmellts tq ~tiDB···:;~.::competitive effect:oJcon'~mis not·. . ~e8etype8 ofemclenci~81nay be.; i.~·
'''!<~.''' eDb:y pial that are faduOed by the IlJlIIIlIr Willbe ':' ·uniform.aCl'Ol8thnelevantmarket; in' .. J difficult to demonstrate/Iii addillon.:.
:f:;;~."j,~;.=-::=~~~:.·';;orderfot elit!:Y·toJ)eaUffteient. the.)c,···;. AgencY will reject Claims of~ffici" ' .•"
;I~;;;·:i~.~::;~. ~..~~lDdIc&..·t!I&rliitli~y.~;.';'..::cIiara~~.•COpeof.eJitl'li1its'~.·;,';' ·;//·... ifequivalen. ,or .comparable,It. ". ~ ..,.
::~t:·t;proB~ ..prIcei.be1aW:PI........ ~':the.~~,1l'i.;::p~d~m118tbe:~apo~ivncfthtf,-..; :'. ,•.' reaaona~J.ybe,achJ.eVetU:iy'Jhe II
-:.'>..;;:-:t::~wIIl~ dMi,IlbWlooclOf!!IltI7.t .tbe ",,~,ttt~16CaUZed We.........NirluDltieuhat ·J(.,~:,..1":': throush. othel' Dl8an..':11ie 'up'e'
.:1". ..loMItprtoeatwlildatadl..,wouJdbe-·· ~''.i1.hii\cbidethe . Vl"l"". ..-. """ m ., .... '.'
~WJ~r::a.~·~lJ~t~Ei:l~::~:':t~'~-~,;:j.!~~,;~~j;;~r~:~&:~,=i~:~~a~~1~S~~~:1'~'.
-",..., ..' ....". l'tie~·Ofto...mUk8tlilestJlilcl1l1i1.~....,..... 'c""''<'' -14 .... ,.,-' ••
~/';"":;~WhDdGfUi.·....... ic.J...t whIda'~'~ uiiabeaiuiwll..fa1lUiaopoU.tpio8tablyW011ld ..... ;. ;_c. ~:~:'~ .: •. ~,.,-.' "~·.:::·:~t;:~;~:':"'~ C,:
:'f;fe ~'0::....COllI aN·mfn'........" MVS iii tbIi IlI!all..f<"lJ!; ~1il'ICeby 1I"""'tormOreacniIt tb8l1Dtlre~-; ,s.Fal1lII8.ad~l\Uetl~~~;·l,
:'(;~:'i;::..«&Ie.•t.rhlch....,COIII.~'*tbesn-1U.;.;.<"~marbt.lt"a.Jytbattbea~.···'·({J(i:J·~}1..;.'}.f.'''~',''''\r''''':~.:>;'I'~;;;7:>.
;:J;lf~~";~~~~;:;'~~~.·~::~;~1;$=~~,;·~~;~~;~~~::.X,,~::,,; ~~. :·, ..l'!Zf~~~~"'4;,t~f~~t.~,t~~~'('·
.
".''''''''.''.·.·.·.. 1MIJIr•.•1IIIIlJ.·. be..1lII4.lffutue..'jldCI." ' 'be.. ·.·,".·· '.·•• IliatniA.,..,·fi.__ titf~;Ol.;riih.·.. ,·.··.···..· N.Ohvithltuid!Di'the~8.ls0F~§t~~z~·.Wltti'~bIenUa1JDliy.·;~':>'~;~!:0:;:::'7;~:fd;n;;pi4;~,OIlllidlaibata~ ~ ~~:;~:;':::<; ae·CUon.t..:i pIta,Gl1lcl8tlDe...~~
ifi~".;~if,~~.,:rIle~~bIe~of.ueDttj:I-r"{J?;,:O;,~~~ ..~:~.' ta ~padlf<;i8 not Ukelf~t~;Cntateor'~an~::
1.t:::~"~:aJ.~~~b.e-\i~~wb.eD....~~Nl.~ClQ,~~~~~...~aa'PN;L,T:,~~~-.;;:.pow~~01".tofacllltateltB:exercl.·

,~;.:;:~::!0: ~ ~~~~~.~_CD!~Of,~ ~~.-pta~"imd:t'iP!dii~ c;rt~.;~ .'. . ~tfan ':'U"difllitdbe'
'j. :'1..,';>'.;:....-.•.., ...,.....IliDk;WWdIit~... ~tlof.:..:..,.tr8Ilta':~,~ ......Il8W~-:''''' •.'':"'w_~....'.... " ........' ...'L;.:~~~~ . ,~ .. ,
~ ..~.I"~iftl1l1P.lIow1lftlea,.cnatpm,·IiDd·c·;,. ·~.j~· ...ror~1a.'blildlliiij'IIaIbt:....;tU":o..~·~·pnt!q'l,~·Io:I4.-.~d.

·..U~pIia(iI~fOr.·...1fJiie;';;.~bldilenarn.:......:fslOtIiII...~~;~~;thcfUM..1if&' ".-, ',' .. t.:ae ....

·JI~.1a:1f'~~~~::ll~:~lt



,.

...... ,

,
/

. .'
.\ .

'~.
"'J",

.

l
.~'

1
'Ii

~l,J,.
;,



06/04/98 15:0~ FAX 908 221 81~7

-----------~---
AT&T LAW DEPT. ~002

AT&T Earnings Comrnerita.ry: April 20) 1998 lQ 1998
Page 1 of 15

lIIWonr 0IU'YtO
AT"MsT".~

ThI.nday. 04-Jun~8 '4:5\:~ EDT

InvWtOr RII!tioM

Iffreports

AT&T Earnings Commentary
April 20, 1998

First Quarter EarnIngs From Continuing Operations Were $0.80 Per Share
Earnings Adjusted for Gains and Charges Were $0.77 Per Share

FIRST QUARTER 1998 SUMMARY

• AT&T'sfirst quarter em'lIillgsfrom continuing opt!ratlonswere SO.77 per share on a diluted
basis. This excludes gains totaling $0.26 per share from the sales ofAT&T Solutions Customer
Care (ASee) and AT&T's holdings ofLIN Television Corp. Also excluded is a charge of
$0.23 per share reflecting AT&Ts decision not to pursue the sale of local service on a total
service re!lale basis.

• Earnings/rom continuing (JP~1'Q.tionswere SO.80 per share on a diluted ba!lis. an increase of
19",/0 from $0.61 in the:first quarter of1997. Consolidated earnings per share were SO.81, up
17% from $0.69 per &hare in the year-ago quaner. The $0.81 iJlcluded SO.01 in earnings per
share from discontinued operations, reflecting the operating results ofAT&T Universal Car~
which was sold to CitibB.nk: on April 2, 1998.

• Revenue increased 0.7% compared to the first quarter of 1997 driven by growth in business
services revenu~. The year-aver-year revezwe growth ra.tes for each ofAT&T's three largest
segments-business services. consumer services•. and wireless setvices--improved compared to
the fourth quarter of 1997.

• Earnings befo,e interest, taxes, depreciatkm (1M amortitation (BBITDA) increased 13.3%
to $3.1 billion. Excluding the non-cash write-down oflocal assets mentioned above, EBITDA
increased 35% to $3.7 billion. The increase was primarily due to the sales ofASCC lU\d LIN
Television Corp. SG&A.expense declined S142 million or 3.9% as part ofAT&TIS

commitment to reduce SG&A expense by $1.6 billion in 1998.
• Braine$s services revenue, including revenue from local service, increased 4.5%

year-over-year. driven by continued strong growth in data services revMue. EBrr from
business services increased 1.1%; how~er7 excluding the gain on the &ale of AT&T Skynet in
1Q97 EBIT was up IO.Q4A. compared to the year-ago quarter

• COl'UJlma servicf!3 I'evenue, including local service revenue, decreased 5.1% reflecting th~

flow-through of aCCess ra.te reductions to customers and the targeted migration ofcustomers to
optional calling plans. EBIT declined 13.0% from 4Q97 as a result ofthe traditionally hiiher
level ofrnarketing in the first quarter as well as nonnal post-holiday I'evenue trends. EBlT from
consumer services increased 11.8% compared to 1Q97.

• Wireless services revenue increased 7.0% as consolida.ted subscribers increased 16_9% to 6.2
million. EBITDA from core wireless services increased s.1ijpltly in spite ofAT&T's aggreRive

http://www.att.com/irJcommenWy/981q-c:mnt.html 6/4/98
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migration ofcustomers to digital service. Over one-third ofAT&Ts consolidated wireless
subscriber base now use!! digital seMce. .

QllIlrler til Q. Glance

Growth Compared to: lQ97 4Q97

Business Services Revenue 4.5% 3.4%

Consumer Services ReveJl\1e (5.1)% (2.1)%

W1Ieless Services Revenue 1.0% (3.7)%

Business Services EBIT 1.1% (2.6)%

Consumer Services EBIT 11.8% (13.0)%

Wrreless Servie.es EBITDA 2.2% S.S%

Long~di&tance Revenue (0.8)% 0.6%

Long-distance Volume 4.9% 2.3%

AT&TFint QIlIlJ1D' Highlights

Total Revenue $12.6 Billion

SG&A as % ofRevenue 27.3%

EBlIDA $3.1 Billion

. Net Income $1.3 Billion

As of3/3 1/98:

YTP Reduction in Employees 4,500

DebtITotal Equity 28.2%

YTD Stock Price Change +7.2%

Earningsl'er Share Recap

~003

EPS on a dilnted basis from: lQ98 4Q97 3Q97 2097

Continuing Operations· SO.SO SO.81 $0.69 50.57

Discontinued Operations Including Gains** 0.01 - 0.06 0.02

Consolidated AT&T SO.81 SO.81 SO.75 $0.59

*lQ98 includes $0.26 in gains on sales ofAT&T Solutions Customer Care and LIN-TV, and $(0.23)
for the write-down. of assets associated with locall'crvi.ce resale. lQ97 includes a gain of"$O.04 per
share on the sale ofAT&T Skynet, $0.04 for the reversal ofpre-1995 restructuring reserves, and
$(0.06) to exit the 2~way messaging initiative.

·"'3Q97 includes a gain of$0.04 on the sale ofAT&Ts gubmarine systems busine,s.

Income Statement DisenssioD

http://www.a1t.comfir/commentary/9Slq-cmn1.html 6/4198
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AT&T 1st Quarter SUJIWlary

lQ98 lQ97 YrlYr% 4Q97

Revenue $12,631 $l2.548 0.7% $12,713

SG&A/Revenue 27.3% 28.6% (l30)b.p. 28.3%

EBITDA. 3,121 2,753 l3.3% 3.132

EBITDA Excluding Gam & Charges 3,055 2,636 15.9% 3,132

EDIT 2.090 1,807 15.7% 2,108

EBLT EXL:luding Gain &: Chm'ges 2,024 1,770 14.4% 2,108

Reveulle

TotaJ. revenue increased $83 million or O.7% comp~ed to 1Q97 as increases in revelDle from business
sernc(:s, other/coxpora,te revenues and wireless service& revenues'were offset by a decrease in
revenue from conSU111.el' services. Long-distance revecue was down 0.8% compared to lQ97, while
calling volume increased 4.~./o, The gap between revenue and volume growth. improved to negative
5.7%, as pricing in business markets firmed and free minutes., which continue to be used as a
customer incentive, no longer affected the year-over-yea.r reverme growth rate for consumer services.
A detailed discussion ofrevenue perl'ormance by segment begins on page 5.

Operating ExpenseJi

Access and othe.r interconnection expenses decreased 8.1% compared to 1Q97_The decline relates
primarily to lower' international settlementra~ reductions in. per-minute access charges, and
AT&T's contilDJing efforts to manase access and interconnection. costs. Reductions in per-minute
access expenses were partially offset by Primary IntereXchange Carrier Charges (pIce). AT&T's
contributions to the Universal Service Fund (US'F). and volume increases. Access and other
interconnection expenses were 34_70.4 oflong-distance services reveIIlle this quarter. compared to
37.5% iJllQ97 and 34_3% in 4Q97.

Network and other communications services expenses increased 6.1% compared to 1Q97_The
increase was driven primarily by costs a&soci.ated with compensation to payphone opera.tor$.
Reco....ery ofth.e 2g.4-cents~per-oaU payphone charge is b\Jilt into interstate pricing for business
customers and. is collected from calling card users as a $\1rcharge on customer bins. Higher costs
related to increasing data traffic on the AT&T network rmd equipment sales also contributed to the
increase. The lQ97 reversal ofpre-1995 restructuring charges also contnouted to the increase. while
the 1Q97 charge to exit the two-way mes!l8.ging business and a significant decline in uncollectibles

http://www.att.comftr/commentary/98Iq-cnmt.html 6/4/98
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partially offSet the increases.

Depreciation and amortization expenses inCIUSed 9.2% eo~re? to 1Q97. BXcl~~ the $80
million impact of charges to exit the two-way messaging busmess m lQ97,. deprcc:anon and .
amortization CJ(pensc increased 19.5%. The higher level of expense was doyen by mcreascd capital
expenditures. Capital spending contimles to be directed priman1y at A~&-:r:IS long-distance network,
including the deployment of SONET technology. AT&T 'expects to finish Its three-year SONET
program in 199& with the completion of more than 50 SONET ring&. The continuing expansion and
upgrade of AT&T's wireless network also contn"buted to the increase.

DISTRIBUTION OFEXPENS~ (Net ttdJdirIQ 1Q98Aas.t 1trf)~rmtPlteM"
10'8 . 1991

Selling, gemral andadministrative expenses were down $142 million, or 3.9% from lQ97. SG&A
was 27.3% of tota! reveIDJe, down from 28.6% in the year-ago quarter and 28.3% in 4Q97. The
reduced level of expenses reflects AT&Ts effort:; to achieve a best-in-c1ass cost strucrure. including
targeting the re:moval of $1.6 billion in SG&A expense from the busines$ in 1998 and a 22%
SG&.AJrevenue ratio by the end of 1999. Cost savings were achieved in a number of areas across the
bWiiness in the first qulLrter. In particular, the company~r::d savings on direct mail and
telem.arketing to consumers, including efforts to focus on targetM customer segments. Lower
marketing and sales costs in business markets, acroeved largely through consolidation offunction!l and
reductions ofsupport staffheadcollnt) also contributed to the decline, alQng with reductions in
corpoxate staff: These reductions were partially offset by expenses related to n.BW" wireless businesses.

AT&T has announced a. plan to reduce tot&l headcount,by 15.000 ~ 18)000 as a. part. ofthe company's
overall cost reduction program. The company expects to generate the majority ofthese reductions
from the voluntary force reduction offur that is being offered to eligible employees in the second
quarter. Employees are expected to leave the payroll in stages throughout the remainder of 1998,
with a significant portion exiting the business by June 30. As ofMarch 31~ approximately 4,500
empJoyecs hlid left the business as a result of other ror~e management efforts.

AT&T recorded an asset impairment and restructuring charge of$601 million reflecting the decision
not to pursue the sale ofloeal service on a Total Service Resale (ISR) basis. The pre-tax. charge is
comprised primarily ofwrite-downs of software related to ordering, provisioning and billing for
resold local. service.

Other' income statement items

http://www.att.comfrr/commentary/981q-cmnt.html 6/4/98
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Other income ~ netwas 5700 million in the first quarter, up $532 million from 1Q97. The increase
resulted primarily from gains on the sales of AT&T Solutions Customer Care (ASCC) and AT&T's
holdings ofLIN Television Corp, partially offset. by the lQ97 gain ofapproximately $100 million or
about $0.04 per share after tax on the sale ofAT&T Skynet. The lQ98 gains totaled $667 million
pre-tax. or approximately $0.26 per share after tax.

EBrI and EB11DA increased 15.70ft. and 13 .3%, respectively from 1Q97. The impact of the sales of
ASCC and LIN-TV was largely offset by the write--dawn ofa.$sets associated with the resale of local
services. Excluding the write-down oflocal assets, a non-cash item, EBITDA increased 35%.

Interest expense was $48 ntillion in the first quartCT. down 6.4% from the year-ago quarter.

ProvisionfC1T income tarAsWBS up 8.9% from lQ97, with an effective tax rate of35.6%. The
effective tax rate decreased 240 basis points from 1Q97, primarily lIS a result offoreign legal entity
restructurings.

Income from discontinued operations was $10 million net of taxes, down from $38 million in 1Q97.
This quaner, discontinued operations included the results ofAT&T Universal Card; in the year-ago
quarter the results ofAT&T Submarine Systems were also included in disconti:n\led operations.

Net tn,:ome increased 17.8% from lQ97. The impact ofthe local write-down largely offset the gains
from the sal.es ofLIN-TV and ASCC.

Earnings per share were SO.81 011 a consolidated basis, up 17% from $0.09 in the year-ago quarter.
AT&T has targeted a range of$3.25 - $3.35 pet share for 1998 including TCG.

See Appendix: I for the full AT&T income statement, and Appendix II fur complete restated income
statements.

Balance Sheet and Capital Discullliod.

Total Q.$~ets decreased $1,730 million, or 3.0%1, primarilY' due to declines in property. plant. and
equipment, other receivables and investments. The decrease in property, plant and equipment is
primarily a result ofthe local asset impainnent charge and the sale ofAT&T Solutions Customer
Care. Other receivable~ which represent financing ofAT&T Universal Card receivables by AT&T,
decreased due to lower cardholder receivables resulting from the paydovvn ofholiday spending
balances. The decrease in investments reflects the sale ofLIN-TV.

TotuIliabilitiu decreased $2.363 million, or 6.6%, prbnarily due to declines in debt, pa.yroll and
benefit~rela.ted liabilities, accounu payable and long-teon. defeIred taxes, partiany offset by an increase
in current liabilities. The decreases in both short-term and long-term debt reflect the paydown ofdebt
with the proceeds from the sales afLIN-TV and AT&T Solutions Customer Care, as well as lower
debt requirements at Universal Card resulting from lower QU'dholdcr receivables. The decrease in
payroll and benefit-related liabilities reflects the annual :first quarter payout of employee bonuses.
AJ:,cOunts payable declined primarily due to the paydown. ofbigh year-end payables mostly capital
related. The decrease in long-term deferred taxes is primarily due to the write-down ofloca1 assets as
well as benefits related to l\. foreign legal entity restructuring. The increase in l;U1Tent liabilities was
driven by higher current accrned income taxes which. include the impact of the ASCC and LlN-TV
sales.

http://www.att.cowrr/comme:ntaryJ981q-cmnilitml 6/4/98
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Total shtJl'(tQt91ltrr eqKity increased $633 million, or 2.8%. primarily dne to the current quarter's net
income partially offiret by dividends declared.

AT&T's debt ratio, defined as total debt divided by total capital was 28.2% including debt related to
Universal Card. K!&T's debt ratio net ofcash was 27.7% as of'March 31, and is expected to decline
to less than 10% after the AT&T Universal Card sale to Citibank. which closed on April 2. 1998.

CapitaJ addttio7U were Sl,046 million in the first qua.rtet', a decrease of 12.e'jQ compared to lQ97.
Capital additions included $992 million ofcapital expenditures. Capital was directed primarily at
investment in AT&Ts lOlli-distance network,. including the continuing deployment of SONET rings
and buildout ofthe digital wireless network. AT&T e.-cpects to complete its SONEr deployment in
1998.

AT&T's full consolidated balance sheets appear in Appendix V.

CAl'IT1JL SPENUNG BY -SEGAENT
1Q~ f!107

Bm:ine!ils Segment Discussion

AT&T's results arc segmented according to the company's primary lines ofbusiness: business
services. consumer services, and wireless services. A fourth segment. identified as otherlcoIporate.
includes the results ofAT&T Solutions, international operations and ventutes, on-line services such
as AT&T WorldNet Internet access., and various other items. The results ofthese four segments plus
the impact ofthe elimination ofinternal business sum to AT&T's total results. The following is a
discussion ofeach of these segments, as wen as supplemental infonnation on local service, AT&T
Solutions, international operations and ventures. on-line secvice~ and new wireless businesses.

Total assets by segmem include all external assets fur each segment except for deferred taxes and
prepaid pen~on assets which are held at the corporate level Network assets are allocated to the
segments based on the prior three years' volumes and are reallocated each January.

HUSlNESS SERVICES SEGMENT

Business services results reflect sales oflong-distan.ee services (domestic and international., inbound
and outbound. inter- and intra-LATA toll services, calling card and operator-handled services, data
servi(;CS) messaging and other network enabled serv1.ce:i), local services and web hosting and other
electronic commerce services.

http://www.an.comfrr/commentary/981q-cmnt.htrn1 6/4/98
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,

Total revenue from busrnes.s services increased 4.5% in the first quarter compared to 1Q97, driven
primarily by strong growth in revenue from data services: Data services revenue grew in the low
double digits for the quarter, as AT&T again expanded its industry-leading market share position in
frame relay service with growth in excess of lOO%. Revenue from private line data services continued
to grow B1 a high-single-digit rate. The gro'Yr'th. rateS ofdata revenue and overall business segmerrt
revclUe continue to be impacted by the sales of AT&T S1cyn.et and AT&T TridOl1l in the first and
second quarters of 1997, resp~vely. Adjusted for those sales, da.ta services rcwenue grew in the mid
teens for the quarter, while total bt.1lliness !ervices revenue grew 5.3%.

BUSUVESS SER\I1CES REVENUE ~ EBffDA TREND
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Business long-distance services revenue. which includes data revenue, grew 4.4% in the quartet, or
5.2% adjustod. fur the impacts of AT&T Skynet and Tridom. Dati\ reN'enue was approx:iJnately 25% of
business long-distance services reven.lle this quarter, up from a year ago. Revenue from voice services
continued to be pressured by price competitio~ pa.rt:i.cula:rly'on inbound serviCes, and by substitution
ofalternate services such as wireless for higher-priced services such as callini cards. Price:: reductions
made in anticipation of~ess rate reductions also impactod. revenue growth, though they were
partially offset by the flow-through ofUSFIPICC charges to customers. Long-distance calling volume
grew in the low double digits for the quarter, driven by double-digit growth in inbound services.
Volume grew at B. slower rate than in recent quarters, primarily as a result ofvery strong growth a
year ago resulting front stimulation due to contract renegotiations as well as additional volume of
government traffic under the FIS 2000 contract.

EB1TDAfor business sa7Vices increased $90 million, or 5.6% over the year-ago quarter. However,
1Q97 included a gain ofapproJcimately $100 million on the sale ofAT&T Skynct. Absent that effect,
EBITDA increased 12.4% driven by revenue growth and helped by improvements in cost structure
related to customer care and sales support. EBIT increased $13 million., or 1.1%, and was up 10.0010
when adjusted for the sale of Skynet.. Higher levels ofdepreciation due to AT&T's investment in data
networks and SONET deploym.cn.t accounted for the slower :rate ofEBIT growth as compared to
EBTIDA

Business Services Su.mmary

108 lQ97 YrlYr'Vo 4Q97 Seq %

Revenue $5,673 S5~428, 4.5% $5,485 3.4%

EBITDA 1,694 1,604 5.6% 1,713 (1.1)%

EBITDA &L:lu.4ing Gain on Sky1Ult 1,694 1,507 12.4% 1,713 (1.1)%

EBrrDA MIlI'gi1f. (adJKSted) 29.9% 27.8% 210 b.p. 31.2% (/30) b.p.

http://www.att.coml.Jr!conunentaryI981q-cmnt.html 6/4/98
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EBII 1,206 1,193 1.1% 1,238 (2.6)%

EBlT ExcludlHg Gain on Skyrun 1,206 1,096 10.0% 1,238 (2.6)%

EBITMargin (adjusted) 21.3% 20.2% 110 b.p. 22.6% (130) b.p.

~OOg

Page 8 ofl5

Capital additions for business SeMces totaled $711 million in the quarter. primarily retlecting
investment in data networks, AT&Ts SONET program. and the AT&T DigitalLink ptoduct for local
service. Total assets for business services were $15.4 billion as ofMarch 31.

CONSUMER SERVICES SEGMENT

AT&'rs consumer services segment includes the results ofproviding long-distance ,~ces (including
domestic and international, intet- and intra-LATA toll services., calling card and operator handIed
calling, and prepaid calling c;;atd!!) and local services to residential customers.

CONSf.JI£R SERVlCES REVENUE & EBlIDA TREND
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Revenue from consumer services decreased S.1% in the first quarter. as consumer long-distance
services revenue declined 5.5% on a slight decline in calling volume. The decline in revenue resulted
in part from access cost reductiorui impLemented in July 1997. which enabled AT&T to lower basic
rates and move many customers to more favorable optional calling plans. The controlled migration of
customers to more favorable calling plans is a key part ofAT&T's strategy to retain profitable
customers. In addition, the reduction in revenue reflects the continuation ofAT&TIs high-value
targeting strategy. implemented in the second half of1997, under which ATBeT 8topped targeting
non-profitable c;ustomers for acquisition. These changes continue to have an impact on revenue and
volume growth, but contribute to improved profitability and customer retention. Competition in the
residenriallong-distance market, as well as substitution away frOIn higher-priced services such as
calling cards toward wireless services,. also contributed to the lower revenue a11.d volume growth
rates. Higher intra-LATA revenue and volum~ which has resulted from AT&T's aggressive localized
marketing efforts in areas where pr~subscriptionis available, partia11y offset these revenue and
volume effcds.

EBlTDA andEBITJ01' Ct:msfm1.fR'" seMJices increased 10.3% and 11.8% respectivelY. over the year-ago
quarter, driven primarily by reduced SG&A expenses. These reductions are a reflection ofAT&'I's
plan to target and retain the most profitable residential customers. SG&A reductions included
significantly lower marketing and sales expenses as a result ofbetter targeting and dDciency gains in
customer acquisition efforts. AT&T has also increased its use ofalternate distribution channels.
including the lZLWlch of One Rate Onrline, and honed its customer retention techniques through
database mining and consolidation ofmarketing me!sages. A3 a result, spending on telemarketing and
direct mail declined compared. to the year-ago quaner. Sequenti.ally, EBIT declined 13.001'0 due
primarily to the traditionally higher marketing activity ofthe first quarter compaxed to the fourth and

http://www.att.comfulcommentary/981q-cmnt.hlml 6/4/98
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to the normal post-holiday decline in long-distance revenUe.

Consumer Services Summary

lQ98 lQ97 YrlYr "11 4Q97. Seq -/0

Revenue $5,628 $5,928 (5.1)% $5.749. (2.1)0/0

EBITDA 1,498 1,358 10.3% 1,725. (13.2)%

EBITDA Margin 26.6% 22.9% 370 b.p. 30.0% (340) b.p.

EBIT 1,324 1,184 11-8% 1,522 (13.0)010

EDIT Margin 23.5% 20.0% 350 b.p. 26.5% (300) b.p.

Capital additions for consumer services were $76 million in the quarter. Total assets for consumer
services were $7.0 billion at March 31.

wmELESS SERVICES SEGMENT

The Telo'Ults ofthis segment are comprised primariJy ofsales ofwireless services and products to
customers in 850 MHz cellular markets and newer 1.9 GHz wireless markets. Also included are the
results ofthe messaging, aviation COm.n'lunications, and Wireless data divisions, as well as the costs
associated with the development offixed wireless. technology. Charges related to AT&Ts decision to
~ the two-way messaging business are included in tbe results for lQ97. These charges totaled $160
million, including S80 million ofdepreciation and amortization expense and $80 million ofnetwork
and other cornmunleations services expense.

The impact of th.e new 1.9 GBz markets, wireless data, two--way messaging and £Xed wireless
development are reflected here as "new wireless businesses·; all other wireless results are reflected as
.. core" businesses.

lA'fREt.ESS SERlRcES REIIENlE & EBlrDA. TREND
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Total revenue from wireless st111ices increased 7.0% compared to 1Q97. The increage was driven by
growth in revenue from. both core and new wireless buSinesse~ with revenue growth trending upward
throughout the first quarter. Core fevelnle increased 4.3% to $1,083 million. while revelUle from new
businesses was $30 miDion for the quarter compared to $2 :million in the year-ago quarter.
Consolidated subscribers-those in markets in which AT&T owns a controlling interest-totaled
6.159 million at March 31. This represents an increase of 16.9% over Matcll31, 1997, onna adds of
approximately 195,000. Consolidated subscn'bers include well over 100,000 users in AT&Ts ten
emerging 1.9 GHz markets. The tenth market-BostonlProvide.nce-was la.unched during the fiBt

http://www.att.com!ir/commentary/981q-cmnt.html 614/98
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quarter. These mark.et& represent approximately 70010 ofthe total POPs covered by AT&T's 1.9 GHz;
licenses. Also during the quarter, AT&T announced joint ventUres with Cincinnati Bell and Te1ecorp
to further increase its digital coverage.

Wireless Servke!i--Total Summary

lQ98 lQ97 YrlYr % 4Q97 Seq %

Revenue S1,113 $1.040 7.OU.lo $1.155 (3.7)%

EBITDA 251 246 2.2% 238 5.8%

EBITDA .ExclHding Churge 251 326 (22.9)% 238 5.8%

EBITDA Margin fA4jruted) 22.6% 31.4% (880) b.p. .20.6% 200 b.p.

EDIT (2) (31) 94.0% (5) ~1.1%

/!BIT E:c~lutliltgChlD'ge (2) 129 (101.4)% (5) 57.1%

EBITMargin (AtIjJCSted) (0..2)% 12.4% (1,260) b.p. (0.4)% 20 b.p.

In response to the competitive enviro.pm.ent ofthe wireless industry. AT&:T has adjusted prices on
many of its high-end rate plans in an effort to retain customers. This pricing activity has put
downward pressure on AT&T's revenue per user. However, the company has also made B. strategic
decision not to pursue acquisitions oflow-value customers. Partly as a result ofthis stra.tegy, a.verage
revenue per user in care IIW"kets: declined at a slower rate in the first qwut~r than in n:cc:nt
quarte:rs-lO% year-over-year to $50. This selective acquisition strategy is being a.pplied in new
markets as wel1, with over 70% of customer acquisitions in the quarter purchasing rate plans priced at
$50 per month or higher.

At the same time, AT&T has acted aggressively to convert the wireless subscn'ber base from analog
to digital service. This effort incre4!~e& costs in the near-term; however, digital service is provided at a
lower opera.ting cost and is expected to contribute to lower customer chum. AIl ofMarch 31, 1998,
about 35% ofAT&T's consolidated subscribers were on digital plans, compared to 29% at the end of
1997 and 20"10 a year ago.

Wireless services EBITDA was $251 million for the quarter, up 2.2% from the year-ago quarter.
EBI'IDA from new busme&ses was negative $112 million this quarter, compared to negative $ 114
nullion in 1Q97 [mcluding charges of$80 million relat~ to the two-way messaging business). Core
wireless EBIIDA was up slightly from the year-ago quarter in spite ofthe costs of migrating
customers to digital service. Total wireless EBIT was negative $2 million for the quarter, including
negative $156 million from new businesses. In the year-ago quarter. EBIT ofnegative $31 million
included losses of$205 million from new businesses.

http://www.att.comfrr/conuneD1aIy/981q-cmnt-html 6J4/9S
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'MRELESS SUBSCRIBERS & PERCENTDlGrrAL
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Wireless Serrices
New Businesses

lQ98 lQ97 YrlYr % 4Q97 Seq ."

Revenue $30 $2 N/A $ 15 94.5%

EBTIDA (112) (114) 1.7% (183) 38.8%

EBITDA ~1udl1fgClttlJ'ge (112) (34) (228.6)% (183) 38.8%

EDIT (156) (205) 23.7% (203) 23.Qll.lo

EBITExdlU1ilf.g ChRge (lJ6) (45) (248.2)% (20S) 23.0%

Wireless Services I
. I

Subscribers (thousands)

lQ91 lQ97 YrlYr% 4Q97 . Seq 0/.

Consolidated Markets 6,159 5,270 16.9% 5,964 3.3%

Net Additions 195 251 (22.6)% 234, \(16.8)%

Partnersbip Markets 2,212 1,991 11.1% 2,169, 2.0%

Total Subs 8,371 7,261 15.3% 8,133' 2.9%

Messaging Subscribers 1,329 1,185 12.2% 1.300 2.2%

Capital. additions for wireless services totaled $168 million in the quarter. Capital was directed
primarily at expanding coverage in new Il.11d traditional markets. Total assets for wireless services
were $18.3 billion at March 31.

OTHER/CORPORATE

This segment includes the results ofAT&T Solutions, interna.tional operations and ventures, on-line
services such as AT&T WorldNet, and other corporateiope.rntions. Resu1t!l for this segment are
diswssed briefly hc::re; II more detailed discussion ofcerl:ain components of the segment appears in the
supplemental disclosure section below.

6/4198

,
Othcr/COlporaw rl:'Vl:lriUC increased 21.1% over 1Q97. driven by increased revenue from AT&T
Solutions and AT&T WorldNet. EBITDA and EBlT in'creased 29.7% and 19.3%, respectively as a
result ofthe gains on the sales ofAT&T Solutions Custoltte1" Care and LIN TV, partially offset by the
charge fur the local asset impainnem. Adjusting for thej~ectsofthese items, EBIIDA for the

I,

i
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segment was negative $385 million, animprovemcnt of~5.4%over negative $454 million in lQ97.
EBlT was .negative $501 million, an improvement of7~'over negative $538 million in lQ97. Lower
dilution frominterna.tionaI operations and ventures, AT&T WorldNet services and AT&T Solutions
were the primary drivers ofthe improvement. ,1

,

Other/Corporate Summary ,

lQ98 lQ97 iYrlYr % 4Q97 Seq %

Revenue $557 $460 i 21.1% $665 (15.9)%

EBlTDA (319) (454) ;- 29.7% (540) 40.go/D

EBITDA Ezclwling Gains d: Chargu (385) (554) ! 3D.5% (540) 28.6%

EDIT (435) (538) : 19.3% (643) 32.4%

EBIT Excluding Gaim & Charges (501) (638) : 21.S% (643) 22.1%

ELIMINATIONS I'

This ·segmentll reflects the elimination revenue and profit generated by the sale ofservices between.
business segments, such as the sale oflong-distance 1:IlI4sport services from busin~$$ ~ce& to
AT&T Solutions.

..
~

lQ98 Segment Retap i

Business Consumer Wirele?ss Other Elims Total

Revenue $5,673 $5,628 $1,113 $557 ($340) $12,631

EBITDA 1,694 1,498 2~1 (319) (3) 3,121

EBIT 1,206 1.324 (2) (435) (3) 2,090

Capital Additions 711 76 1~8 91 - 1,046

Total Assets-CoDt. Ops 15.391 7,031 18,211 15,187 - 55,886

SuPPLEMENTAL DISCLOSuRE-AT&T Solutions, Wortdnet and Other On-line Services,
International Operations and Ventures, Local Service5

I

AT&TSolutions, the company's outsourcing. network ~~egration,and multi-media call center
business, grew revenue 39.3% in the first quarter to $218 million. The unit cmrent1y has more than S3
billion under contract with such clients as United Healthcare, Textron, r.p. Morgan, Merrill Lynch,

I

and MasterCard International In the first quarter of1998 AT&T Solutions signed co.nteaets wonh
about $1 billion for rnajol global data networlcio.g services with Citicorp and McGroiw-Hill These
coltttae:ts did not impact 1Q98 revenue. Although not iJ'lcl.uded in the unit's revenue, AT&T Solutions
:manages AT&T's internal network infrastructure;, an op;eration that provides infonnation technology
services which generated $386 million in internal billin,gS fur the quarter.

i

EBIT for AT&T Solutions was negative $12 million fot-the quarter, an improvement from negative
$53 million in lQ97. Included in the $12 million WI18~ impact ofthe rcaligrunent ofcertain start-up
network management contracts into the outsourcing ~~tice ofAT&T Solutions. AT&T Solutions
achieved a significant yearTovet-year improvement inEBIT as a result ofrevcme growth and lower

I:

http://www.att.comlir/conunentary/981q-cmnt.html
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SG&A expense, and Tm\ain$ on target to turn profitablJ by the end of 1998.
!,.

AT&T Solutioll! Summary
\;,
I

lQ98 lQ91 YrlYr % 4Q97 Seq %

RcvCDUC $218 S156 39.3% 5239 (9.1)%

Iutemal Billings to AT&T- 386 463 (16.7)% ,1:423 (8.7)%

EBrmA 21 (16) 229.2% )1' 22 (1.3)%

EBIT (12) (53) 71.6% i;(14) 18.4%

Pllge 13 of 15

I,
·Cost recovery I

:1\

WorldNet and othet' on-line ,ervices include AT&T W:orldNet Internet access service for residential
and bu.!line$S customers (included in the corporate/othei: segment) and web hosting and othor
electronic commerce services (included in the business ~etvices segment). Revenue from on-line
services increased 97.4% compared to lQ97 to $79 m.i.1Jion. The inc:roase was due primarily to
continued growth in AT&T WorldNet's residential sub~cnDer base, which now totals about 1.1
million. Average revenue per customer oontmues to~e due to~ expira.tion of AT&T
WorldNetls initial promotional price programs in iavor pfregular monthly rates ofS9.95 and $19.95.

EBIT !t').d BBITDA from on-line service both improved as a result of the revenue improvement and
network and customer care cost efficiencies fOI" AT&T:;WorldNet.

WorldNet & Other On-line Services Summary
•j

,I ~ "

lQ98 lQ97 YrlYr U/. 4Q97 'Seq %
WoridNet Subs (k) 1)085 884 22.~t'o 1,020 ;. 6.4%

Hosted Websitei (k) 8.1 3.1 163.8% 6.9 116.4%

Revellut 79 40 97.4% 67 )15.8%
EBITDA (95) (152) 37.7% (109) ji2.9%

EDIT (109) (159) 31.7% (118) !; 8.1%
I,

"In.tonational operoJions and ventures include AT&T1~; consolidated foreign operations such as
AT&T Communications Services~ the company's ~sit and reorigination businesses, and its
online services in the AsiaIPacific region. This aread~not include bilateral international
long-distance traffic. The equity eam.ings or losses ofAT&T's non-consolidated internationsljoint

".

ventures and alliance:!, such a5 Alestra in Mexico, AT&,T CanadllLong Distance Services. AT&T -
Unisource and World Panners Company are also included in this section.

]'
Revenue from consolidated international businesses inq-eased 20.7% from 1Q9'1 to S179 million,
driven by growth in reoriltination and Caroms UK. ThiS :growth includes the impact of revenue
declines in businesses which were non-strategic to AT~r. some ofwhich were exited since lQ97.
Revenue from continuing strategic international operati;6ns grew 53.4% compared to lQ97.

"

HBlT from international operations and ventures wu ~tive$63 million for the quarter, an
improvement ofover 50% from IQ97. Theimpro~t was driven primarily by increased revenue
and operational improvements in copsolidated intertla.tifinal operations and by reductions ofcosts
required to support both consolidated and non~consollita.ted international operations. Revenue

" I
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generated by non-consolidated ventures and,alliances+$785 million for the quarter, up 27010 from
a year ago as a result ofvolwne growth. across all ofth~ major businesses.

"'il

,j
I
J

i
:[
"

International Operations" Ventures Summary

lQ98 lQ97 YrlYr% 4Q97 Seq -/0

Revenue $179 $148 20.7% $218 (18.2)%

EBlTDA (46) (114) 60.2% (39) (16.9)%

EDIT (63) (128) 50.8% (56) (12.2)%
I
~;

Local set'VJcesfor business and residential customers ~dncluded as part ofAT&T's business services
and coIlbumer services segments. dis~u.ssed above. Theii.ble below includes the results ofbusiness
WId consumer local services as wclills the ~oS'ts aS50ci~with corporate staffdedicll.ted to AT&T's
local services effort. (These costs ate reported. as part ci'~the Other/Colporate business segment)

l
Revenue from local services, primarily comprised ofAT&T Digital Link (ADL) service for business
customers and services sold to residential customers orli a. total service resale (TSR) basis was. $37
million, up from $4 million in lQ97. AT&T currently~ ADL as an outbound local calling service
in 49 sta.tes. and as an outbound and inbound service ~:NewYork, Comecticut,N~ Jersey, and
California. Local number portability, key to the provisioning ofcompetitive local. exchange se:rvi.ces,
remains an obsta.~lc to AT&Ts progress in offering full! functional business local services. AT&T's
pending merger with TCG is de!tigned to accelerate theJcompanYs penetration of the business local
exchange market. i '

~ ;

AT&T continues to ~rovide local service on a TSR ba~s to about 400~OOO residential customers in
six states. Howevef7 the company has ceased marketing l'SR services due to the unfavorable
wholesale pocing stNcture currently in place. AT&T c9ntinues to seek alternative methods of
providing local service to residential customers. :i

Ii
EBIIDA and EBIT fur local services include the $601 Joillion asset impairment charge. Adjusting for
this charge. EBITDA decreased by $52 million and EBrr by $66 million reflecting costs associated
with growth in ADL and TSR. Losses related to resideUtiallocal services are expected to decline ~
the company further limi:ts its TSR activities. '

Total. assets and capital spending for local service are p~ri1y rela.ted to AT&T Digital Link. and
other facilities-based local service options. ~i

~ ,

Local Servics SommlU')' 'I
"

lQ98 lQ97 '. 4Q97 Seq -/.YrlYr%
"

Revenue $ 37 $4 779.3a;:~ $39 (5.4)%

EBIT,DA (7tH) (128) (512.9)0.4- (267) (192.1)0.10

EBlTDA Excl"din, Charge (180) (128) , (41A)~ (267) 32.6%

EDIT (80S) (138) (483.9)04 (293) (174.4)%

EBIT Excluding Cluuge (204) (138) (48.1J%. (293) 30,4%

New wireless businesses

httpJIwww.a.tt.coll1fJt/commentary/981q-crorrt.html
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Infurrnation related to AT&T's newwire1ess businesse~ig included in the wireless services segment
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Long Distance
Surpnl Demand for Data Partially Offset Long Distance
Pricing Pressure and Share Loss

Reason for Report: Fourth Quarter Review

Investment Hlghlighls:
• Fourt:l1 quarter results were mixed lor thE lona dlstaDce companies.

Despite B slight Improvement in co~ results, the Big 3'5 consolidated EPS
continued to suffer as a reslllt of dlIutive new bJltiath'e5 (i.e.. local, pes,
d.~ta, global alliances).

• Despite Dumerom priee inuases and buge growth in datallnteTl\st
u-aJl5lDissioDS, long d1staDce pdee pftSmres more than doubled in '97 - the
averap mte per minute (or '~ap'') feD 6.5'% vel:'NS 2.2% in 1996. The
Gap iD 4Q91 'WB! -8.0%. down from -7.S'!! in 3Q and 4Q96'5 -2.8%.

• The long distance market share shltt continued tbrougb 4Q - as evidenced
- by the dispaJity of the rennue growth statistits betwlten thE Big 3 aud

second lIer players. The average re"'mue growth nte for the Big 3
dropped from 7..2% in 1996 to 1.6% in 4Q97 - compared with average
seco~d tier company growth rates of over 209i,. in 1996 and 31 % In 40.

• We have seen a number of new, low nile long distance products offered by
various pro'Yiders which sbo~d put further pressure ou pricing. Despite
distribution efficiencies, theseprodUCts could generate lower profit per
JDinute even wblle they enbance IIlaJ'gln OD a percentage basis.

• The aequisilioD of TelBP0rtfiJlany launched AT&T Into the local market,
al1boogh~nwith the CLE.C's $1.8 biDlon Or)DW assets, AT&T's
nation81lot:al exposure Is still limited. AT&T says Teleport's assets wiD
address only 2S% (or $21 blIDoD) ohhe $7S blmon local market (excluding
apprOL $25 bllllOD or1ICCt5S reYmues), thus lea'ring thE! remaining $54
blWon to be addnssed by resale and unbundling strategies, whlcb tbus far
have proYeel to be \lJIeroDomK and/or extremel)' dllDcult to implement.

• Our mftStment c:holc:.w are limited to *pedal situations (WorldCom and
Frontier) and selected start-upll (Qwest aDd RSL Communications).

\.-

MemU Lyoeb lit. Co.
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